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FOR AMBASSADOR STRAUSS FROM AMB. WOLFF AND MR. HEIMLICH 

E.O. 11652: N/A 
TAGS: ETRD, MTN 
SUBJECT: STEEL IMPORTS 

1 . FOLLOWING IS FOR USE IF NECESSARY IN REACTING TO STEEL 
IMPORT PROBLEM MEETINGS THIS WEEK: 

BACKGROUND: WHILE STEEL IMPORTS HAVE BEEN UP SHARPLY DURING 
LAST THREE MONTHS (MAY- JULY) RESULTING IN HIGH RATES OF IMPORT 
PENETRATION, IMPORT VOLUMES AND PENETRATION RATE ARE STILL 
BELOW PREVIOUS HIGHS. PRODUCTION IS OFF SIGNIFICANTLY IN THE 
UNITED STATES SO THAT CAPACITY UTILIZATION IS WELL UNDER 
80 PERCENT. SHIPMENTS ARE AT ABOUT THE SAME LEVEL AS LAST YEAR. 
PROFITS IN THE INDUSTRY HAVE TAKEN A NOSEDIVE DESPITE RECENT 
SUBSTANTIAL PRICE INCREASE, AND WERE DISASTROUS IN THE 
SECOND QUARTER OF 1977. ONE FIRM HAS GONE BANKRUPT AND 
SEVERAL OTHERS HAVE ANNOUNCED CUTBACKS IN CAPACITY. EURTHER 
ANNOUNCEMENTS OF CUTBACKS CAN BE EXPECTED UNLESS THE SITUATION 
IMPROVES (AND SUCH IMPROVEMENT IS UNLIKELY). THE SERIOUS 
WORLD EXCESS CAPACITY PROBLEM WILL CONTINUE FOR SEVERAL 
LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 02 TOKYO 13623 060855Z 

YEARS AND FOREIGN COMPETITION SHOULD BE INTENSE IN THE 
U.S. MARKET. 

2. TALKING POINTS: THE FOLLOWING MAY BE USEEUL IN YOUR 
DISCUSSIONS, IE ANY, ON DOMESTIC STEEL QUESTIONS THIS WEEK: 

-WE RECOGNIZE THE SERIOUSNESS OE THE CURRENT DOMESTIC 
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STEEL SITUATION AND ARE ACTIVELY CONSIDERING BOTH SHORT 
TERM AND LONGER RUN REMEDIES. 

-WE HAVE ENCOURAGED THE DOMESTIC INDUSTRY TO PURSUE ITS 
CHARGES THAT EOREIGN SUPPLIERS ARE DUMPING IN THE U.S. 
MARKET AND ARE SURPRISED THAT THE INDUSTRY HAS NOT DONE 
SO. AT THE MOMENT, DOMESTIC ANTIDUMPING PROCEDURES 
APPEAR TO US TO BE THE MOST APPROPRIATE AND DEFECTIVE 
MEANS FOR DISCOURAGING SUCH DUMPING. 

-QUANTITATIVE RESTRICTIONS, INCLUDING VRA'S, WILL DO 
LITTLE TO ALLEVIATE STEEL'S CURRENT PROBLEMS. WHILE 
THE JAPANESE WOULD BE WILLING TO HAVE A VRA ON STEEL, 

IT IS UNLIKELY THEY WOULD AGREE TO ANY SIGNIFICANT 
REDUCTION FROM LAST YEAR'S LEVELS. THE EC, WHICH IS THE 
PRINCIPAL SOURCE OF THE 1977 IMPORT INCREASE, WOULD BE 
UNABLE TO IMPLEMENT A VRA. UNILATERAL U.S. QUOTAS 
COULD ONLY BE IMPOSED PURSUANT TO TRADE ACT PROCEDURES 
SUCH AS THE ESCAPE CLAUSE. THE SECTION 301 COMPLAINT 
IS NOT AN ADEQUATE BASIS FOR UNILATERAL USG QUOTAS 
BECAUSE THE DIVERSION EFFECT OF THE EC/JAPAN AGREEMENT 
CITED IN THAT COMPLAINT IS OF LITTLE CONSEQUENCE IN 
RELATION TO THE PRESSURES CAUSED BY WORLDWIDE OVER- 
CAPACITY. BESIDES THERE IS NO INTERNATIONAL COVER FOR 
ACTIONS UNDER SECTION 301. (NOTE: WE HAVE GONE ON 
RECORD WITH BOTH JAPAN AND THE EC IN OPPOSITION TO 
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THEIR ARRANGEMENT ON STEEL.) 

-IN RECOGNITION OF THE WORLDWIDE OVERCAPACITY PROBLEM 
AND THE RECURRING NATURE OF SUCH PROBLEMS, THE USG 
HAS INITIATED TALKS IN THE OECD DIRECTED AT IDENTIFYING 
THE PRINCIPAL PROBLEMS AND THEIR CAUSES. WE HOPE THAT 
THESE DISCUSSIONS WILL EVOLVE SHORTLY INTO A CONSIDERA- 
TION OF BETTER MULTILATERAL METHODS FOR MANAGING 
THE WORLD'S STEEL TRADE PROBLEMS. 

-WE WILL BE FACING UP TO THE PR OBI, RMS OF STEEL NOT ONLY 
IN THE OECD BUT ALSO IN THE GATT WHERE STEEL WILL PLAY 
AN IMPORTANT ROLE IN THE MTN. WE WILL BE VERY RELUCTANT 
TO FURTHER OPEN OUR DOMESTIC MARKET TO COMPETITION WHICH 
MAY HAVE SIGNIFICANT DISTORTING EFFECT IN THAT MARKET. 

-THE PROBLEMS OF THE STEEL INDUSTRY IN RELATION TO 
DOMESTIC GOVERNMENT POLICIES ARE BEING EXAMINED BY THE 
COUNCIL ON WAGE AND PRICE STABILITY AT THE REQUEST OF 
THE PRESIDENT. THIS EXAMINATION MAY LEAD TO ACTION ON 
THE DOMESTIC POLICY SIDE WHICH WILL SERVE TO ALLEVIATE 
THE CURRENT DIFFICULTIES OF THE INDUSTRY AND ITS WORKERS. 
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